
KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2012-00096

COMMISSION STAFF’S SUPPLEMENTAL REQUEST FOR INFORMATION
_____________________________________________________________________________

Witness: Lance Williams/Linda Bridwell

1. Refer to Kentucky-American’s Response to Commission Staffs First Request for
information, Item 45.

a. Projected payroll expense remains at $307,790 for the years 2016 to 2020, but
Kentucky-American estimates that its retirement and payroll taxes will increase
by three percent each year. Given that retirement and payroll taxes are
dependent on the projected payroll, explain why these expenses are projected to
increase.

b. Provide a table that lists Kentucky-American’s annual employee health
insurance premiums for the five-year period of 2008 to 2012. State for each two
year period the percentage increase in the premium

Response:

a) The table provided in response to Commission Staff’s First Request for Information,
Item 45, shall be revised as follows to show the three percent projected increase in
Payroll expenses each year.

Year Payroll Retirement
Payroll
Taxes

Insurance
Benefits

2014 $275,820 $10,306 $21,973 $58,652

2015 $284,095 $10,616 $22,632 $60,411

2016 $292,618 $10,934 $23,311 $62,224

2017 $301,396 $11,262 $24,010 $64,091

2018 $310,438 $11,600 $24,731 $66,013

2019 $319,752 $11,948 $25,472 $67,994

2020 $329,344 $12,306 $26,237 $70,033

b)

2008 2009 2010 2011
2012 thru

June

Grand Total 1,647,488.71 1,706,218.71 1,911,053.55 2,145,914.67 1,177,728.21

Variance YOY 3.56% 12.01% 12.29%



KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2012-00096

COMMISSION STAFF’S SUPPLEMENTAL REQUEST FOR INFORMATION
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Witness: Lance Williams / Keith Cartier

2. Refer to Kentucky-American’s Response to Commission Staffs First Request for
Information, Item 46(a).

a. Kentucky-American provided a unit cost comparison for the years 2011 and
2012 of the chemicals used at the Owenton Treatment Plant. Provide similar unit
cost comparisons for the years 2008 through 2011

b. Explain why it is appropriate to use a one-year cost comparison as the basis to
project the chemical cost for a seven-year period.

Response:

a) See chart below:

b) In 2008 through 2010 the economy was more volatile with large adjustments both
positive and negative. KAW used 7% trying to represent an increase that was
representative of the current market. The table in section a) of this data request shows that
the average for 2008 through 2012 is actually a 12% increase. Using 7% yearly inflation
factor is a conservative estimate for the average unit cost increase for chemicals. If KAW
utilized a 12% annual increase for the chemicals, then the KRS II option would be more
favorable.

Owenton
WTP
Chemicals

2008
Unit
Cost

2009
Unit
Cost

2010
Unit
Cost

2011
Unit
Cost

2012
Unit
Cost

2008-
2009 %

Increase

2009-
2010 %

Increase

2010-
2011 %

Increase

2011-
2012 %

Increase

Carbon $0.63 $0.85 $0.85 $0.86 $0.86 35% 0% 1% 0%

Chlorine $0.42 $0.40 $0.40 $0.43 $0.41 -5% 0% 7% -5%
Copper
Sulfate N/A N/A $1.75 $1.75 $1.80 N/A N/A 0% 3%

Ferric $0.26 $0.49 $0.31 $0.22 $0.22 88% -37% -29% 0%

HFS Acid $0.17 $0.43 $0.43 $0.42 $0.42 153% 0% -2% 0%

Polymer An $0.91 $1.13 $0.87 $0.98 $1.25 24% -23% 13% 28%

Sod. Perm. $1.17 $1.45 $0.98 $1.25 $1.23 24% -32% 28% -2%
Sod. Hyd.
30% $0.13 $0.25 $0.15 $0.19 $0.20 92% -40% 27% 5%
Sod. Hyd.
50% $0.17 $0.37 $0.16 $0.21 $0.22 118% -57% 31% 5%

Sod. Thio gal N/A N/A $0.76 $0.43 $0.46 N/A N/A -43% 7%

Sod. Thio lb N/A N/A $0.32 $0.31 $0.46 N/A N/A -3% 48%

Sulf. Acid $0.26 $0.32 $0.22 $0.28 $0.28 23% -31% 27% 0%

Avg. Yrly Increase 61% -24% 5% 7%

Avg. Increase 2008 - 2012 12%
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3. Refer to Kentucky-American’s Response to Commission Staffs First Request for
information, Item 46(b). Provide a comparison of the fuel and power cost for the
Owenton Treatment Plant for the five-year period of 2008 to 2012. State for each
two-year period the percentage increase in the expense.

Response:

Please see chart below:

Owenton
WTP

2008
Actual
Cost

2009
Actual
Cost

2010
Actual
Cost

2011
Actual
Cost

2012
Actual
Cost

2008-
2009 %

Increase

2009-
2010 %

Increase

2010-
2011 %

Increase
Fuel and
Power $136,150 $125,358 $137,932 $157,759 TBD* -8% 10% 14%

Avg. Yrly Increase -8% 10% 14%

Note:

TBD*: The 2012 Actual Fuel and Power Costs will be determined after year-end.
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4. Refer to Kentucky-American’s Response to Commission Staffs First Request for
Information, Item 46(c).

a. Provide the average annual inflation rate for each year from 2008 to 2012

b. Explain why the annual inflation rate is an appropriate factor to use in
projecting labor and labor-related costs.

Response:

a) The average annual US inflation rate from 2008 to 2012 is:

2008: 3.85%
2009: -0.34%
2010: 1.64%
2011: 3.16%
2012: 2.35% (For January through June)

b) The use of the approximate 3% inflation rate from 2011 is based on a general
assumption and is less than Kentucky American Water’s historical growth of labor
and labor related costs as reported in Kentucky American Water’s Response to
Commission Staff’s First Request For Information, Item 38.
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5. Refer to Kentucky-American’s Response to Commission Staffs First Request for
Information, Item 46(d). Provide a comparison of the sludge disposal cost for the
Owenton Treatment Plant for the five-year period from 2008 to 2012. State for
each two-year period the percentage increase in the expense.

Response:

Prior to the year 2011, sludge disposal costs were not tracked separately, as they were included
in the chemical expenses. The 2011 actual expense ($36,441) for sludge disposal is higher than
the Appendix D 2014 level starting point ($32,083) upon which the inflation factor is applied.



KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2012-00096

COMMISSION STAFF’S SUPPLEMENTAL REQUEST FOR INFORMATION
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6. Refer to Kentucky-American’s Response to Commission Staffs First Request for
Information, Item 50.

a. Kentucky-American estimates that, if the proposed facilities are constructed,
its rate base will be increased by $14,104,868. Calculate the effect that the
construction of the proposed facilities will have on accumulated depreciation
and deferred income taxes and show their impact on Kentucky-American’s
revenue requirement.

b. Kentucky-American estimates that, if the capital improvements necessary to
maintain the Owenton Treatment Plant are constructed, its rate base will be
increased by $11,400,000. Calculate the effect that the construction of the capital
improvements will have on accumulated depreciation and deferred income taxes
and show their impact on Kentucky-American’s revenue requirement.

Response:

a. If the proposed facilities are constructed, the first year impact of accumulated
depreciation and deferred income taxes on Kentucky American’s revenue
requirement is calculated to be ($19.326). This would reduce the revenue
requirement identified in PSC DR1 #50 from $88,160,329 to $88,141,003.

This impact is based on average accumulated depreciation for the first year of
($124,956), and deferred taxes in the first year of ($26,230). The net rate base impact
of these two items would be ($151,186). At the current authorized rate of return of
7.74%, and using an authorized gross-up factor of 1.6515716, this rate base change
would have the ($19,326) revenue requirement effect listed above.

b. If the Owenton Water Treatment Plant improvements were completed, the first year
impact of accumulated depreciation and deferred income taxes on Kentucky
American’s revenue requirement is calculated to be ($22.604). This would reduce the
revenue requirement identified in PSC DR1 #51 from $88,461,388 to $88,438,784.

This impact is based on average accumulated depreciation for the first year of
($165,545), and deferred taxes in the first year of ($12,285). The net rate base impact
of these two items would be ($176,830). At the current authorized rate of return of
7.74% and an authorized gross-up factor of 1.6415716, this rate base change has the
($22,604) effect listed above.
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7. In determining that the construction of the proposed facilities is cost effective
when compared to the capital improvements necessary to maintain the Owenton
Treatment Plant, Kentucky-American provided comparisons of the overall
construction costs and the operations costs. Explain why Kentucky-American’s
analysis is more appropriate than comparing the revenue requirement impact of
the two projects.

Response:

In considering whether the public convenience and necessity require any construction
project, it is appropriate, meaningful and helpful for the Commission to consider financial
information relating to the various options. When KAW concluded that a comparison of
construction and operating costs meant that the Northern Division Connection is the
least-cost solution to the problem, it did so knowing that a revenue requirement
comparison would lead to the same conclusion. KAW believes that both methods of
analysis are helpful, and, of course, if performed properly, both methods prove that the
Northern Division Connection is the least-cost solution and will ultimately provide a
savings to KAW customers.



KENTUCKY-AMERICAN WATER COMPANY
CASE NO. 2012-00096

COMMISSION STAFF’S SUPPLEMENTAL REQUEST FOR INFORMATION
_____________________________________________________________________________
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8. In the Kentucky Pollutant Discharge Elimination System General Permit that the
Kentucky Division of Water (“DOW’) issued in December 2009, DOW required
Kentucky-American to develop and implement a Best Management Practices Plan.

a. Provide a copy of this plan.

b. State whether this plan has been submitted to and approved by DOW.

Response:

a. The 2009 Draft Permit referenced above and included in PSCDR1#018 was never
issued by DOW. BMP’s were required in the 2011 general permits and were
submitted as required (Attachments PSCDR2#008-1 and PSCDR2#008-2).

b. The BMP plans were submitted as required in the 2011 permit and approved by the
Kentucky Division of Water (Attachment PSCDR2#008-3).
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Witness: Lance Williams

9. Describe the current status of Kentucky-American’s efforts to purchase the sites
for the proposed water storage tanks and booster pump station.

Response:

The status has not changed from the response given to Commission Staff’s First Request for
Information No. 68, which stated:

“The original Option to Purchase for the Owenton Tank site was executed on October 21, 2011.
This Option to Purchase was extended on April 6, 2012, and will expire on October 1, 2012.

The original Option to Purchase for the Booster Pump Station and Tank site was executed on
October 21, 2011. This Option to Purchase was extended on April 3, 2012, and will expire on
October 1, 2012.”
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